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)  Providing  Equitable  Treatment  for 
Large  and  Small  Members 


by   Irwin   W.[Rust 
Membership  Relations  Branch 
Management  Services 
Division 


Is  it  possible  to  charge 
all  cooperative  members 
alike  for  goods  or  a  serv- 
ice--and  still  be  unfair  to 
some  of  them?  Re!iultsof  a 
recent  survey  reveal  wide- 
spread belief  that  it  is 
possible. 

In      the      early     days     of 
American   cooperatives, 


when  virtually  all  farmers 
were  producing  on  a  small 
scale,  the  possibility  of 
equal  per-unit  treatment 
being  unfair  did  not  exist. 
But  as  some  farmers  have 
increased  the  scope  of  their 
operations  manyfold  while 
others  have  been  content  to 
continue  with  a  small-scale 
operation,  the  disparity  be- 
tween the  largest  coopera- 
tive member  and  the  small- 
est cooperative  member 
has  grown  and  continues  to 
grow. 


Belief  in  Equality  Widely  Held 


Growing  disparity  not- 
withstanding, extensive 
correspondence  and  con- 
versations with  coopera- 
tive leaders  reveal  a 
widely-held  conviction  that 
equal  treatment  is  somehow 
an  essential  characteristic 
of  cooperative  endeavor. 
One  group  notes  simply  that 
equal  per-unit  charges  or 
margins     are    desirable.    A 


second  group  believes  that 
such  equality  is  one  of  the 
basic  cooperative  princi- 
ples. The  third  group  is 
convinced  that  strict 
equality  is  actually  nnanda- 
tory  in  order  to  preserve 
cooperative  status  under 
State  and  Federal  laws. 
It  is  generally  agreed 
that  cooperatives  have  a 
strong    idealistic    element. 


One  result  of  this  idealism 
has  been  repeated  effort 
over  the  years  to  draw  up 
what  might  be  called  Ar- 
ticles of  Faith. 

An  example  of  such  an 
attempt  occurred  in  the 
1930's.  The  International 
Cooperative  Alliance,  at  its 
1930  meeting,  instructed  a 
comnnittee  to  search  out 
and  list  the  basic  principles 
guiding  European  consumer 
cooperatives.  The  commit- 
tee traveled  widely,  and  4 
years  later  reported  the 
following  seven  most  com- 
monly accepted  principles: 

1.  Open  membership. 

2.  Democratic     control. 

3.  Dividends       on     pur- 
chases. 

4.  Limited     interest    on 
capital. 

5.  Political    and   religi- 
ous neutrality. 

6.  Cash  trading. 

7.  Promotion   of  educa- 
tion. 

This  list  is  often  re- 
ferred to  as  the  Rochdale 
Principles. 

Here  in  the  United  States 
at  about  the  sanne  time,  a 
leading  midwest  coopera- 
tive developed  and  promul- 
gated its  own  list  of  princi- 
ples. They  resemble 
closely  the   preceding  list: 

1.  Open  membership. 

2.  One   member--one 
vote. 

3.  Limited     interest    on 
shares. 

4.  Patronage     refund   on 
purchases. 


5.  Sell  for  cash  at  mar- 
ket prices. 

6.  Neutrality  in  race, 
religion,  and  politics. 

7.  Educate  constantly. 

8.  Expand   continuously. 
Still     more       recently 

Farmer  Cooperative  Serv- 
ice, in  a  publication  entitled 
"Three  Principles  of  Agri- 
cultural Cooperation,"^ 
discussed  three  funda- 
mental principles  which  set 
cooperatives  apart  fronn 
other  forms  of  business  en- 
deavor. These  principles 
are: 

1.  Democratic     control. 

2.  Limited  return  on 
capital. 

3.  Sharing  savings  in 
proportion  to  patron- 
age. 

It  is  highly  significant 
that  none  of  these  lists  says 
anything  about  equal  treat- 
ment, equal  handling 
charges,  or  equal  operating 
margins. 

Still,  since  so  many 
people  adhere  to  the  belief 
that  cooperatives  and  equal 
treatnnent  are  somehow  in- 
separable, it  is  interesting 
to  review  some  comments 
on  the  subject.  First,  here 
are  views  from  several  who 
consider  that  equal  treat- 
ment for  all  is  highly 
desirable,       but       probably 


1  Fetrow.Ward  W.;  Gardner,  KelseyB.; 
and  Heckman,John  H,  Three  Principles 
of  Agricultural  Cooperation.  Educa- 
tional Circular  13,  Farmer  Coopera- 
tive Service.  U.S.  Dept.  of  Agr. 
Nov.  1958. 


difficult  to  apply  under  cur- 
rent cooperative  condi- 
tions. 

These  Believe  Equality 
Desirable 

"For  years,"  stresses 
one  association  nnanager, 
"we  have  felt  that  equal 
treatment  of  all  members 
of  a  cooperative  has  been 
absolutely  necessary. 
However,  in  view  of  today's 
changing  agriculture,  equal 
treatment  no  longer  means 
equal  per-unit  pricing," 

Here  is  what  another  co- 
operative leader  has  to  say 


about  the  same  subject: 
"The  trend  seenns  to  be 
that  larger  users  of  prod- 
ucts should  at  least  share 
in  the  lower  per-unit  cost 
of  handling  these  products. 
The  argument  that  this  is 
unfair  to  the  snmall- volume 
patrons  might  be  answered 
that  if  it  were  not  for  the 
larger-volume  patron,  the 
cooperative  could  not  be 
competitive  in  its  market 
area,  and  thus  would  lose 
large-volunne  patrons. 
This  would  increase  the 
cost  to  the  small- volume 
patrons.  If  there  were  not 
enough    of    them,     it    could 
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Some  cooperatives  charge  everyone  the  same  price. 


result  in  the  collapse  of  the 
cooperative- -at  which  point 
no  one  benefits. 

"I  personally  tend  to  fa- 
vor the  'one  price  for 
everyone'  theory  on  the  lo- 
cal cooperative  level.  How- 
ever, I  know  to  advocate  it 
borders  on  wishful  thinking, 
because  it  appears  to  be 
neither  practical  nor  pos- 
sible in  this  day." 

Still  another  writer 
makes  this  coniment:  "It  is 
my  opinion  that  every  ef- 
fort should  be  made  to  give 
fair  treatnnent  to  all 
patronsc  If  it  can  be  estab- 
lished that  a  large -volume 
purchase  can  be  made  for  a 
lower  per-unit  handling 
cost,  this  should  be  taken 
into  consideration  when 
pricing  the  product.  At  the 
same  time,  great  care 
should  be  exercised  not  to 
penalize  the  small  patron, 
nor  can  unfair  advantage  be 
given     to    the    large    one." 


These  Believe  Equality 
Basic 

Now  turn  attention  to 
some  reflections  of  those 
who  feel  very  strongly  that 
equal  treatment  is  not  only 
desirable  but  is  a  basic  co- 
operative principle. 

"Relative  to  the  problem 
of  equal  treatment  versus 
fair  treatment  of  patrons," 
says  one,  "it  has  been  my 
contention  that  coopera- 
tives      nnust       never      lose 


sight  of  the  fact  that  equality 
(per  unit)  must  prevail  at 
all  times.  The  very  founda- 
tions upon  which  coopera- 
tives were  built  rests  on 
equal  treatment  of  all  mem- 
bers and  patrons.  I  do  not 
believe  we  should  compli- 
cate our  machinery  by  such 
policies  as  adjusting 
charges  with  actual  costs, 
or  other  devices  such  as  a 
sliding  scale  of  per-unit 
prices." 

Another  writer  sums  it  up 
more  succinctly:  "Histor- 
ically, basic  cooperative 
philosophy  says  that  all  pa- 
trons should  be  treated 
alike." 


Some  Even  Believe 
Equality  Mandatory 

There  are  even  a  few 
cooperatives  whose  leaders 
believe  (mistakenly)  that 
equal  per-unit  charges  and 
nnargins  are  mandatory 
under  law.  An  example  of 
this  is  a  vegetable  market- 
ing cooperative  which 
sought  help  a  number  of 
years  ago.  The  organiza- 
tion was  losing  large  sums 
of  nnoney  by  providing 
pickup  and  delivery  service 
at  a  fixed  per-unit  cost 
regardless  of  distance 
traveled  or  volume  handled. 
The  nnanager  was  quite 
skeptical  when  told  it  would 
be  perfectly  proper  to 
charge     mennbers     what    it 


actually  cost  the   associa- 
tion to  provide  the  services. 

So  it  is  apparent  that  in 
the  minds  of  many  people 
the  concept  of  equal  treat- 
ment, sans  modifying 
phrases  or  clauses,  is  a 
part  of  the  cooperative 
innage.  Just  why  should  this 
be? 

A  search  for  the  answer 
to  the  question  leads  to  the 
conclusion  that  the  feeling 
is  probably  due  to  the  widely 
accepted  one  nnember-one 
vote,  dennocratic  control 
concept. 

"Working  for  my  father 
in  the  cooperative  Ilearned 
the  principle  of  'one  price 
to  all.'  Such  a  policy 
seenned  to  coincide  with  the 
cooperative  principle  of  one 
man- one  vote."  This  is 
how  one  nnan  sumnaed  it 
up. 

In  the  light  of  the  previ- 
ous discussion,  let's  re- 
state the  opening  question 
and  add  another  one  as 
follows: 

1.  Is  it  possible  that 
equal  treatment  may  not 
always  be  fair? 

2.  Is  there  another  kind 
of  equality,  not  measured 
in  charges  or  margins? 

In  answer  to  the  first 
question,  the  manager  of 
an  extremely  successful 
marketing  association  has 
this  to  say:  "It  has  been 
the  belief  in  our  associa- 
tion for  Sonne  years  that 
equal    treatment    of   nnem- 


bers  has  been  outmoded 
by  wide  differences  in  vol- 
umes which  have  resulted 
from  the  trend  to  larger 
farnning  units.  Equal treat- 
nnent  was  an  applicable 
principle  when  all  users 
of  the  cooperative  services 
were  approxinaately  the 
sanne  size.  Under  these 
conditions,  equal  and  fair 
treatment  became  synony- 
mous. However,  as  individ- 
ual growers  became  large 
enough  to  effect  material 
savings  through  the  size  of 
their  purchases  or  market- 
ings, then  fair  treatment 
became     another    matter." 

The  same  writer  has  a 
very  effective  answer  to 
the  second  question  posed 
above:  "In  dealing  with 
these  problems,"  he  says, 
"our  association  has  taken 
the  view  that  all  members 
are  treated  equally  when 
asked  to  share  their  fair 
proportion  of  association 
costs.  Consequently,  (our) 
pricing  structures  reflect 
savings  for  volume  where 
such  savings  can  be  sup- 
ported on  an  actual  cost 
basis." 

If  we  accept  this  point  of 
view,  then  true  equality 
exists  only  when  coopera- 
tive patrons  pay  for  the 
actual  cost,  to  the  coopera- 
tive, of  providing  the  serv- 
ices. In  ternns  of  this  inter- 
pretation, equal  treatment 
is  synonymous  with  fair 
treatnnent. 


Marketing  Charges  Often  Deviate 


Pursuing  this  line  of  rea- 
soning, what  are  some  pos- 
sible nnodifications  to  a 
policy  of  strict  equal  per- 
unit  charges  or  margins? 
Consider  the  following  se- 
lected example  of  services 
provided  by  marketing  co- 
operatives and  what  sonne 
cooperatives  have  done  to 
make  their  charges  nnore 
accurately  reflect  the  cost 
of  providing  these  services. 


Harvesting  Charges 

Harvesting  is  a  service 
provided  by  many  mar- 
keting cooperatives.  An  ex- 
ecutive of  a  leading  fruit 
marketing  cooperative 
writes  that  "The  assess- 
ment of  proper  picking 
costs  has  developed  along 
rather  scientific  lines. 
While  this  problem  is  not 
related  to  size,  that  is, 
volume,  it  does  relate  to 
those  factors  influencing 
the  man-hours  required 
per  unit  of  picking  (the  cost 
of    providing   the    service). 

"The  associations  alluse 
a  picking  schedule.  The 
rate  per  box  paid  the  picker 
and  charged  to  the  grower 
depends  on  the  size  of  the 
tree,  the  size  of  the  fruit, 
and  the  quantity  of  fruit  per 
tree.  Under  this  plan  the 
picker  is  able  to  make 
substantially      the       same 


hourly  rate  under  various 
conditions  of  picking.  These 
cost  variations  are  passed 
on  to  the  grower," 


Transportation  Charges 

Transportation  is 
another  service  provided 
by  marketing  cooperatives. 
A  large  number  of  egg  nnar- 
keting  cooperatives  have 
adopted  varying  rates  for 
hauling  similar  to  the  fol- 
lowing described  program: 
"A  sliding  scale  of  trucking 
charges  has  been  put  into 
operation,  dependent  on  the 
number  of  cases  collected 
at  each  farm.  This  can  be 
justified  on  the  basis  of 
time  consumed  per  case 
loaded  at  one  stop. 

"This  move  has  not  been 
made  with  the  intent  to  pe- 
nalize the  small  producer. 
Rather,  it  tends  to  reflect 
more  accurately  the  cost  of 
doing  business  with  the 
various  sizes  of  producers. 
It  helps  us  to  hold  our  own 
fair     share     of    business." 


Processing  Charges 

Washing,  or  otherwise 
processing,  the  product 
handled  for  their  members 
is  another  service  provided 
by  many  marketing  cooper- 
atives.   Quoting  again  from 


the  experience  of  a  number 
of  fruit  marketing  coopera- 
tives, we  have  the  following 
report:  "There  is  no  ques- 
tion but  that  the  cost  per 
unit  is  greater  with  the 
small  grower  than  with  the 
large.  These  added  costs 
begin  to  accumulate  as  the 
fruit  is  picked  up  fronri  the 
farm,  received  and  run 
through  the  machines,  and 
finally  as  the  records  are 
completed  in  the  office. 
To  date,  only  a  few  of 
our  cooperatives  have 
adopted  means  of  equaliz- 
ing these  costs.  Even  in 
such  cases,  the  approach 
has  been  arbitrary  rather 
than  exact.  This  has  been 
done  by  making  a  fix^d 
charge  on  each  lot  of  fruit 
handled  through  the  washer. 
In  the  houses  using  this 
procedure,  there  is  a  flat 
charge  per  washer  lot  re- 
gardless of  the  nunnber  of 
boxes  run.  This  charge  is 
presumed  to  cover  some  of 
the  related  fixed  charges. 
Obviously,  this  flat  charge 
is  more  per  box  on  a  small 
lot    than    on    a    large   lot," 


Inspection  Charges 

Inspection  is  still 
another  cost  item  incurred 
by  many  marketing  cooper- 
atives. One  cooperative  ex- 
ecutive reported  that  an 
analysis  of  his  inspection 
cost  revealed  the  coopera- 
tive "was  spending  inspec- 


tion money  at  the  rate  of 
$24  per  ton  on  80  percent 
of  the  number  of  deliveries, 
and  at  the  rate  of  $2  per  ton 
on  20  percent  of  the  number 
of  deliveries.  In  order  to 
equalize  inspection  costs, 
we  instituted  an  inspection 
charge  of  $1.80  per  de- 
livery (regardless  of  size 
of  delivery). 

"While  this  does  not 
completely  pay  for  the  en- 
tire cost  of  inspection  and 
bookkeeping,  it  does  help 
as  an  equalizing  factor. 
This  charge  has  been  quite 
favorably  received  by  our 
memberehip.  It  has  in- 
creased the  size  of  deliver- 
ies by  smaller  growers. 
Instead  of  throwing  five 
bags  in  the  back  of  the 
family  car  and  making  sev- 
eral deliveries,  they  are 
now  tending  to  arrange  to 
make  one  delivery  where 
formerly  they  made  two  to 
five." 

The  writer  of  the  above 
points  out  that  the  new 
policy  "has  done  two  things 
of  considerable  im- 
portance: 

"1,  It  has  innpr  e  s  s  ed 
upon  the  people  making  both 
the  large  and  small  de- 
liveries that  one  cannot  ex- 
pect to  ride  on  the  back  of 
the  other,  and 

"2.  Indirectly,  it  has 
jelled  in  the  minds  of  most 
large  producers  the  thought 
that  they  do  need  the  ton- 
nage produced  by  a  multi- 
tude   of   small    growers    in 


order  to  give  satisfactory 
volume  to  handle  in  a  fairly- 
well  stabilized  market," 


Receiving  Charges 

Receiving  is  one  cost 
faced  by  all  marketing  co- 
operative  s  which  take 
physical  possession  of  the 
product.  In  some  cases,  as- 
sociation manager  sfeel 
there  are  so  many  variable 
factors  to  consider  that  it 
is  not  practical  to  maike 
any  distinction  between 
large  and  small  producers. 
In  other  cases  thare  seem 
to  be  wide  enough  differ- 
ences   to    merit    attention. 

Commenting  on  the  num- 
ber of  variables  which 
might  be  involved,  the  man- 
ager of  a  grain  marketing 
as  sociation  points  out, 
"There  are  many  factors 
which  would  cause  varia- 
tions in  receiving  costs. 
For  example,  a  patron  with 
300    bushels    of  wheat   de- 


livered in  one  truckload 
probably  would  have  a 
lower  per-unit  (receiving) 
cost  than  one  with  2,000 
bushels  of  wheat  delivered 
in  50 -bushel  loads.  The 
type  of  tailgate  in  the  truck, 
for  example,  might  have  a 
bearing  on  costs  of  receiv- 
ing grain." 

To  date  this  association 
has  not  considered  varia- 
tions in  receiving  costs 
sufficiently  significant  to 
incorporate  into  producer 
returns. 

In  addition  to  tangible, 
measurable  differences  in 
per-unit  costs  associated 
with  marketing  farm  prod- 
ucts, one  writer  listed  an 
item  which  he  called  "nnar- 
ketability,"  According  to 
this  man,  "At  times  in  an 
area  of  particularly  keen 
competition  for  desirable 
supplies  and  members,  a 
purely  competitive  differ- 
ential is  provided  and 
usually  referred  to  as  mar- 
ketability." 


Supply  Margins  Also  Vary 


Adjusting  per-unit  mar- 
gins for  goods  or  services 
bought  through  supply  co- 
operatives poses  both  prob- 
lems and  opportunities. 
These  are  considered 
under  three  headings: 


Improving  Plant  Efficiency 

Improving  plant  ef- 
ficiency as  measured  in 
per-unit  operating  costs  is 
often  possible  because  such 
costs      bear       an       inverse 
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relationship  to  volume, 
plant  capacity,  and  rate  of 
plant  use.  One  way  in  which 
plant  efficiency  may  be  im- 
proved is  by  encouraging 
purchases  during  slack 
seasons,  as  a  means  of 
smoothing  out  the  flow  of 
goods  over  the  12-nnonth 
period. 

One  cooperative  execu- 
tive says  that  "We  can  get 
a  substantially  lower  price 
on  tires,  which  we  pass  on 
to  the  local  co-ops  both  in 
original  price  and  in  re- 
funds, if  we  place  an  order 
for  part  of  our  summer  tire 
needs  in  January.  This  per- 
mits the  factory  to  sched- 
ule production  more  eco- 
nomically. 

"A  similar  situation,  but 
more  complicated,  exists 
in  the  preseason  dating  and 
shipping  of  fertilizer.  We 
allow  a  substantial  dis- 
count, per  ton,  on  orders 
placed  and  shipped  in  Octo- 
ber. The  discount  reduces 
each  month  until  about 
March,  when  it  ceases.  The 
purpose  of  this  policy  is 
much  more  than  purely  fi- 
nancial. It  is  just  physically 
impossible  to  produce  and 
ship  our  fertilizer  require- 
ments during  a  6-week 
period  in  the  spring  when 
farmers  want  it.  This  is 
not  equal  treatment  for  a 
dollar's  worth  of  fertilizer 
purchased,  but  it  is  in 
my  opinion  fair  and 
just." 


Achieving  Economies 
of  Scale 

Achieving  economies  of 
scale  in  supply  coopera- 
tives is  possible  because  of 
the  customary  lower  per- 
unit  cost  associated  with 
large-volume  operations. 

A  large  federated  supply 
cooperative  reports:  "Up 
to  about  5  or  6  years  ago 
we  maintained  a  one-price 
policy  on  commodities 
whether  the  member  pur- 
chased 1  unit  or  300  units 
in  a  given  shipment.  We  at 
that  time  recognized  that 
perhaps  our  previous  ap- 
proach was  fair  in  one 
sense,  yet  in  another  we 
were  not  reflecting  costs 
accurately  to  nnembers  in 
their  actual  category  of 
usage.  A  study  of  costs  of 
local  services  with  varying 
amounts  of  usage  showed 
that  not  only  were  local 
costs  greater  in  serving  the 
smaller  user  (per  unit  of 
commodity),  but  our  clas- 
sification process  and 
patronage  records  were 
also  more  costly  to  main- 
tain than  was  the  case  with 
the  larger  user. 

"To  meet  this  problenn, 
we  have  developed  a  pro- 
gram which  we  call  'Serv- 
ice Cost  Adjustnrients'  in 
which  we  attempt  to  reflect 
as  accurately  as  possible 
economies  which  result 
where  larger  volume  is 
taken." 
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Other  cooperatives  balance  price  with  cost. 


Looking  at  economies  of 
scale  from  a  slightly  dif- 
ferent perspective,  con- 
sider the  following:  "If  we 
deliver  100  gallons  to  a 
nnember,  the  cost  is  nnuch 
the  same  as  if  we  had  de- 
livered 500  gallons.  While 
there  would  be  some  addi- 
tional loading  time,  some 
additional  unloading  time, 
and  a  slight  increase  in  the 
expense  of  hauling,  these 
increases  would  be  minor. 
Therefore  we  may  cor- 
rectly assume  that  all 
persons  who  nnake  avail- 
able larger  storage  and  who 
order  larger  quantities  are 


entitled  to  some  price  con 
sideration." 


Finding  a  Workable  Plan 

Finding  a  workable  plan 
constitutes  the  third  factor 
associated  with  efforts  to 
classify  margins  by  vol- 
ume. In  thinking  about  this 
factor,  we  are  confronted 
with  three  questions:  "How 
shall  we  define  'large  vol- 
unne'?"  "Where  should 
price  concessions  start?" 
and,  perhaps  equally  im- 
portant, "Where  should 
price    concessions     stop?" 
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An  excellent  discussion 
of  this  is  contained  in  a 
letter  written  Farmer  Co- 
operative Service  by  the 
manager  of  a  local  petrol- 
eum cooperative.  He  indi- 
cated that  the  attennpt  to 
reconcile  equal  treatment 
with  fair  treatment  was 
relatively  new  to  his  organ- 
ization. In  his  letter  he  gave 
examples  of  some  of  the 
special  problems  he  and  his 
board  have   wrestled  with: 

"Suppose  a  farmer  is 
farming  quite  a  large-scale 
operation  and  expects  a 
special  discount  due  to  his 
volume.  He  refuses  to  add 
to  his  on-the-farm  storage, 
however,  and  expects  our 
organization  to  qualify  him 
as  a  volume  purchaser.  The 
deliveries  he  requires  dur- 
ing the  year  are  numerous, 
so  we  cannot  reduce  our 
delivery  expens  e .  The 
Board  has  decided  that  such 
a  farmer  is  not  a  large- 
volume  user,  and  therefore 
no  concession  will  be  made. 
We  have  lost  some  cus- 
tomers due  to  this  decision. 

"Another  member  has 
agreed  to  accept  large 
quantity  fills.  He  has  au- 
thorized a  'keep full'  type  of 
operation,  which  permits 
us  to  nnake  deliveries  nnore 
economically  and  at  our 
convenience.  We  consider 
this  farmer  a  large-scale 
operator. 

"Following  general  trade 
practices    in  our    area,   we 


will  discount  1  cent  per 
gallon  if  (1)  customer  uses 
in  excess  of  5,000  gallons 
per  year,  (2)  customer  pro- 
vides large  storage  units, 
and  (3)  customer  gives  us  a 
'keep     full'     authorization. 

"But  the  practice  has 
caused  us  new  headaches. 
We  have  customers  now 
who  ask  for  concessions 
where  their  combined  vol- 
ume of  two  or  more  types 
of  fuel  exceeds  the  5,000- 
gallon  requirement.  We  are 
still  trying  to  solve  this 
one." 

The  matter  of  deternnin- 
ing  at  what  point  price 
concessions  are  to  start 
and  beyond  what  point  they 
are  to  stop  is  one  associ- 
ated largely  with  the  nature 
of  accounting  costs.  It  is 
obvious  that  below  a  certain 
volume  and  saving,  the  cost 
of  keeping  special  records 
may  equal  or  even  exceed 
the  amount  of  the  savings. 
At  the  upper  end  of  the  scale 
of  volunme  purchases  there 
comes  a  point  at  which 
the  saving  per  unit  levels 
out  and  for  all  practical 
purposes  becomes  con- 
stant. 

Despite  the  emphasis  on 
efficiency,  however,  evi- 
dent in  all  the  comnnents 
on  the  topic  of  fair  treat- 
ment is  a  feeling  of  caution. 
Cooperatives  need  both 
large  and  small  nnembers. 
Two  statements  summa- 
rize this  feeling  well. 
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A  supply  cooperative  ex- 
ecutive states:  "In  our  or- 
ganization we  have  a  gen- 
eral philosophy  that  pricing 
to  patrons  should  reflect 
the  cost  of  servicing 
patrons. 

"In  order  to  keep  our  unit 
costs  as  low  as  possible,  we 
must  have  the  larger  users' 
patronage.  We  think  this  is 
in  the  interest  of  the 
smaller  patrons,  because 
without  the  larger  patrons 
our  unit  costs  would  ob- 
viously be  higher." 


The  nnanager  of  a  large 
marketing  cooperative  is 
equally  explicit:  "I  feel  that 
the  wisest  course  is  a  very 
moderate  approach  to  ap- 
plying costs  where  they  be- 
long in  order  to  give  proper 
consideration  to  the 
increased  volume  that  the 
small  or  distant  producer 
brings.  I  always  feel  that  if 
an  adjustment  needs  to  be 
nnade,  it  is  better  to  make 
it  a  modest  one  and  then 
take  a  good  look  at  it  before 
going  to  an  extreme." 


Dangers  in  Reconciling  Costs  With  Charges 


The  establishment  of 
scales  of  operating  margins 
or  marketing  charges  in- 
volves certain  obvious  pit- 
falls. 

Expediency 

Cooperatives  which  base 
charges  on  expediency- - 
where  the  policy  is,  in 
effect,  to  have  no  policy- - 
may  expect  trouble. 

One  cooperative  manager 
who  discussed  this  matter 
with  us  reports  that  "In our 
distribution  of  certain  farm 
supplies  we  have  an  incon- 
sistent, unjustified  plan. 
We  give  discounts  to  some, 
deny  them  to  others,  meet 
the  price  connpetition  where 
necessary,  and  create  for 
ourselves  a  very  unsatis- 
factory    relationship     with 


everyone  concerned.  If  we 
adhere  to  a  'flat  across 
the  board'  price,  we  lose 
business  to  competitors. 
If  we  meet  price  competi- 
tion we  are  out  of  line  in 
equitable  treatment  of  our 
members.  I  am  very  un- 
happy with  the  setup  and  I 
have  not  yet  figured  out  how 
to  change  it." 

Unwarranted  Price 
Concessions 

A  second  pitfall  in  at- 
tenapting  to  establish  fair 
scales  of  operating  margins 
or  marketing  charges  oc- 
curs where  supposedly 
large  customers  are 
granted  volume  price  ad- 
justments without  provision 
for  periodic  review  to  make 
sure  the  adjustments  are 
warranted. 
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Small  and  large  members  need  each  other. 


A  large  supply  coopera- 
tive at  one  time  followed  a 
policy  of  granting  certain 
customers  price  conces- 
sions because  of  their  an- 
ticipated larger  volumes  of 
business.  Study  of  its  pa- 
tronage records  brought  to 
light  some  interesting 
facts. 

One  such  (supposed) 
large  user,  during  the  year 
under  study,  purchased  less 
than  $700  worth  of  farm 
supplies.  During  that  same 
year  over  100  nonfavored 
members  of  the  associa- 
tion purchased  (at  higher 
prices)     an     average,     per 


member,  of  over  $2,400 
worth  of  farm  supplies 
fronn  the  cooperative. 

Officials  were  properly 
concerned  about  the  ob- 
vious weakness  of  their 
pricing  program.  In  too 
many  instances,  one  execu- 
tive pointed  out,  the  fa- 
vored classification  was 
granted  just  to  get  an 
order- -often  on  potential 
rather  than  actual  patron- 
age. There  was  no  attempt 
at  followup  control.  The 
program  in  some  cases 
actually  encouraged  pa- 
trons to  ask  for  special 
favors. 
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Above  all,  the  program 
was  found  to  be  a  stumbling 
block  to  good  member  and 
public  relations.  It  tended 
to  weaken  the  nnorale  of 
cooperative  personnel  and 
put  immediate  sales  above 
the  long  run  welfare  of  the 
cooperative. 

To  correct  the  weakness 
of  the  program  the  coopera- 
tive in  question  established 
a  new  program.  Prices  are 
keyed  to  actual  cost  of 
providing  the  service.  In 
addition,  the  cooperative 
publicizes  and  allows  cer- 
tain wholesale  quantity  dis- 
counts at  the  close  of  each 
year,  based  on  annual  dollar 
volume  of  purchases  by 
patrons.  The  new  program 
allows  discounts  only  after 
they  have  been  earned. 

The  cooperative  feels 
that  the  newprogrann  is  fair 
to  everybody,  can  be  de- 
fended, and  is  simple  to 
administer.  All  patrons 
know  about  the  discount  due 
them  at  all  tinnes. 


Faulty  Communication 

The  advantage  of  having 
menmbers  fully  informed 
about  scales  of  prices,  and 
the  basis  for  such  scales, 
is  pointed  up  by  the  follow- 
ing connment:  "Late  last 
summer  we  put  in  a  series 
of  margins  for  various  size 
shippers.  The  scale  was  ar- 
rived at  after  considerable 
study.     It   turned   out   to   be 


a  'bombshell.'  The  theory 
was  right  but  the  mechanics 
were  wrong.  The  smaller 
producers  complained  be- 
cause they  received  less 
money  for  their  product. 
This  was  in  spite  of  the 
fact  that  the  return  was 
based  on  the  actual  cost  of 
handling.  Large  producers 
were  unhappy  because  they 
thought  we  were  penalizing 
the  smaller  members  in 
order  to  pay  the  larger 
members  more." 

In  reviewing  the  above 
problem  and  why  it  arose, 
it  seenned  apparent  that 
members  had  not  been 
properly  informed  about 
the  basis  for  price 
differentials.  Althougha 
notice  was  sent  out  to  mem- 
bers, it  merely  stated  that 
a  cost  survey  proved  con- 
clusively that  it  cost  the 
association  more  to  handle 
small  shipnnents  than  it  did 
to   handle  large  shipments. 

Another  possible  reason 
for  the  disconcerting  result 
in  the  above  case  was  that 
certain  terms  used  in  ac- 
counting for  nmar gin  differ- 
entials may  have  created  a 
bad  psychological  impres- 
sion. For  exannple,  the 
price  used  as  the  base  was 
actually  the  middle  price. 
There  were  three  different 
prices  under  the  so-called 
base  price,  and  four  over 
it.  Perhaps  it  would  have 
been  better  psychologically 
to  call  the  bottom  price  the 
base  price. 
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Some  Recommendations 


Careful  review  of  the 
many  thoughtful  and 
thought -provoking  com- 
ments referred  to  in  this 
brief  discussion  of  the 
whole  problem  of  equal 
versus  fair  treatment  for 
large  and  small  members 
in  the  same  cooperative 
suggests  the  following  rec- 
ommendations : 

1,  Cooperative  manage- 
ment should  analyze  its 
cost-volume- service  rela- 
tionships periodically, 
should  know  what  its  costs 
are,  and  should  be  ever- 
lastingly alert  to  what  the 
competition  is  doing. 

2.  Effective  cooperative 
management  will  not  wait 
to  be  forced  into  following 
the  leadership  of  its  com- 
petitors. If  a  cost  adjust- 
ment is  fair  the  day  after 
a  competitor  starts  it,  the 
chances  are  pretty  good 
that  it  was  fair  to  member- 


patrons  the  day  before. 

3.  When  considering  how 
to  reflect  costs  more  ac- 
curately, cooperative  man- 
agement should  keep  in 
mind  the  additional  volume 
of  business  brought  in  by 
small  or  distant  members. 
Many  cooperative  man- 
agers point  but  that  the 
large  or  advantageously  lo- 
cated members  and  the 
small  or  distant  members 
need  each  other. 

4.  Where  a  cooperative 
does  install  a  service  cost 
adjustment  progrann,  man- 
agement must  be  sure  that 
members  fully  understand 
the  situation  and  the  reason 
for  the  adjustment. 

5.  Under  all  circunn- 
stances  the  cooperative 
nnust  be  sure,  before  it 
moves  in  the  direction  of 
service  cost  adjustnnents, 
that  it  is  prepared  to  de- 
fend its  position. 
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